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INTROBDUCTION

Aerry Industry Administrative Board (CTAR) is a Federal marketing order for tant
produced in various stales acrass the country. T applies to the production of tart
chmﬂes in he states of Michigan, New York, Oregon, Pennsyivania, Uiah, W ashingion and
Wisconsin. It s authorized by 7 CFR §930 et seq.

The order was created in 1996 at the request of the indust y and implemenied by order of the
United States Departnent of Agricultore (USDAY. The first year of L‘lpmc’ulu 1 of the order
was crop year 1997, and it has operaied every season thereafier through 1o and in achuding crop
viar 2000,

The witimate purpose of the CIAB, like all other marketing orders, is (o improve RIOwWer
retums, B accomplishes this end by seeking to improve the znviroz&n&em for the production,
processing and sale of tart cherries in both the ﬁomwiw a1 d national marketplaces. The

i

o mm}m} mechanisins viilized under the marketing or cam TER -? ie destred outcomes are
(1} control of the supply of chemies moving to the "free” market and (2) the funding of
rmarkel promotion aciivities

Regulated entities under the marketing order arve the processors of tart cherries, a.k.a.

"handiers”. Growers are not dire ‘"!‘\ regulaied under the marketing order, but they can and do
participate in the compliancs aspecis of the order by undertaking in-orchard diversion
activity

The marketing order has gone through a nambes of amendimernts 1o make 1¥ §it bettey with the
nesds of the indosiry. The FrESEr e dment is intended (o do the same. The current
amerndment secks to change the way in which aceount is made for grower in-orchard
chiversion activities and the manner In which grower diversion certificaies are vsed within the
industry. To accomphsh this {} ange, 11 3s necessary 1o smend and alter what it considered 16
be the "handle” (§930.10) of {art cherries under the order and 1o define how the diverled
“herries are incorporated nio ‘Eh Optirmun Supply Pormula (OSFY which is desoribed in
§920.5¢.

TEMENT OF THE ISSUR

"i"fr}(-" growes m-orchard diversion process has not worked ag well ag or as effectively as it
ld io dealing with surplus production. The current marketing order effectively

camﬂ.m:rz'ages, -0y cil 1l &wmczp ekpcc AaE}_; m d 0SC years when the restriction perceniage is

This aspect of the order needs to be
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restructured to better serve the needs of the tart cherry industry. The way 1o accomplish tns
is 10 redefine what In inclnded in the term "handie” means which, in wrn, will mipact the
operation of the Optimum Supply Formula (OSF) and permit "bottom line" n-orchard
diversions, i.e. m-orchard diversion credits that handlers can use pound~-for-pound against
restriction obligations.

BACKROUNE REGARDING GROWER DIVERSION ACITIVIES ANP
CERTIFICATES '

Under the order, growers have the right and the opportunity to undertake in-orchard diversion
of cherries. (§930.58) These diversions are done during harvest in accordance with
procedures delineated under the order, and they ave overseen by the C1AB. I these mr-
srohard diversions are done properly, the CIAR issues "grower diversion ceriificates” 10 the
prowers that represent the pounds of cherries that were leff in the orchard.

HANDLE - §936. 10

Growers themselves do not use thelr certificates. Rather, grower diversion certificates are
used by the handlers as one their compliance alterpatives. However, in the current construct
of 1he order, handiers must include the pounds of cherries represented by the certificates as
part of their “handle” as though these cherries had been delivered and processed.

Under the order as currently crafied, grower diversion certificates are treated as though they
were harvested cherries delivered for processing.

"Handle means the process to brine, can, concenirate, freeze, dehydrate, pif, press or
purée cherries commercially o a processed product, or divert cherries pursuant 10
§930.59 or obiain grower diversion certificates issued pusuant §930.58 or otherwise

placed cherries into the current of commerce within the production area or from the
area 10 points outside thereofl .. (§930.10 Handle, exophasis added)

The fact that grower diversion$ are considered part of a handler's "handle” creates confusion
and difficulty for both growers and handlers. Grower diversion certificates copiringe 0
"supply” i the restricted districts for purposes of the Optimum Supply Formula.
Consequently, grower in-orchard diversions effectively increase the supply of restricted
cherries in any given vear even though none of these cherries were delivered for processing.

GPTIMUM SUPPLY PORMULA - §938.58

The O8F is the wechanism by which supplies of tart chesries and ihe demand for them are
brouglt into proper relationship with each other, When the supply tart chersies available for
the market place exceed the average demand for them in the “frec” market, the wrop is
resiricted regarding what may move to the "free” market. A "restriction percentage” is
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esivicied chemies” s

I n]

calomdaied pursuant o the forula, snd each handler’s handle of
subject 10 that percenta ,_zn:

The inters 01: of §8930.10 and 930,50 establish that grower in-orcharé diversions will be
s bjcet 10 and then discounted by the resttiction percentage caleulated for the vear.

i1y
Therefore, Wi'sen ihe handier uiihizes the grower diversion certificates it received from
i
growers, the certificates will have a reduced worth as comphiance tool.

Apn example of this impact will undoubtediy be beneficial.

Table I - Iminset “’iw;u Waorth of Grower I}wa; sians - Baseline Caleniation
E

Handie: Restriction by Scurce:
Cherries for processing, 9.000 Cherries for processing;
Grower Diversion Cerjificaies 3.00¢ Grower Diversion Certificates
ST, handie: 10,000
Restriction: 25%
Net Grower Certificates
Inventories: oy Giler restriefion
Free invetony 7,500 Grower Diversions Dehivered } 00{'}
Restricted Inveniory 2,500 Grower Diversions Used

Ne: Growser IHversion Certs,

Restriction percent

Assumplion:

In ihis exampie the handler takes u 31,000 pounds of in~orchard diversions, but it must use
250 pounds of the ce.ri:iﬁcat-.b nst the resiriction it bears from these diverted chesies.
The handler has enly 750 mumﬂ of w-orchard certificates to vee against other restriction
obhigations. Thus, in the currend OSF {oomulation the grower diversion process yields a
cornphiance ol that s discounted by the degree of restriction for the yvear. This fact alone
discourages prower diversions.

The discounting of the grower diversion cerlificaies is ceriainly & problem. The issne iz
compounded by the fact that the restniciion percentage will, by defimition, dmngm dmmr ihe

crop yvear. 1o June the prelimimary percentages are calculated using the indusin
estirnate of cherry production. In Seplember the percendage are ac:;ukied to reflect ‘«;c*“u"l

sroduction, both delivered and diveried, for the season.
I :

The estimate of production and the actual production will never be the same. ’f}lt‘:’:'(—‘:fo ¢ and
by defimition, the restriction percentage will change during the L,c‘svrfc;a of the season. 1 could
po either up oy down depending upon the nature of the farvest, I the actua) "‘i‘{“d‘;‘iiﬁ;iliﬁl}l
exceeds the estiznale, the resinciion percentage will increase. !}r“? ie actual production is less
than the esiimate, the restriction percentage will decline. Hither way, the changing resiriction

I

Phe derm "worth” s veed i this restimony 10 represent the value of certifiomes ae a complance ool K
is not intended o imply dolay value of grower diversion cenificatles, When speaking of the dolar value of
certifioates, will vse the term "valoe”,
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percentage will impact the worth of in-orchard diversion certificates 1o the handler between
the time they are undertaken by growers and the time they arve incorporated inio 2 handler’s
compliance plan.

Assuming, for discussion purposes, that the restriction percentage increases between June
and Septerober, there will be a decline in the “worth” of the in-orchard diversion certificates,
In the example set out in the iable below we have assumed that the restriction perceniape
mereassed from twenty-five percent {(25%) in June to fifty percent (50%) in September. As
can be seen, the volume of diversion certificates available 1o offset other handler diversion
requirernents decreased aceordingly. The “Net Grawer Certificates” declined by 250 pounds
oy one-third (445) of their original compliance worth 1o the handler. I is this decrease in worth
of diversion ceviificates thal presents such a difficulty for both growers and handlers in
undertakiog and viilizing in-orchard diversion aciivities and grower diversion certificates in
comphiance with crop restrictions mandated by the order.

Table Z- Impaet and Comphiance Worth of Grower Diversions With Incrensed Crop Size

Handle: Regiriction by Source:
Cherrieg for processing: 9,060 Cherries for processing: 4,50(
Grower Diversion Certificates 1.066 Grower Diversion Certificates 500

ST, bandle: 10,000 5,000
Restriction: 50%
Net Growey Certificates:

Tnveniories: Other restriction
Free invetory 5,050 Grower Driversions Delivered 1,660
Restricted Inventory 5,000 Grower Diversions Used

Wet Grower Diversion Certs,

0% Restriction percent due to larger than estimated
production

Assmmption:

Trr the example, the compliance worth of the grower diversion cerfificates is reduced in value
solely because the resiviction perceniage mcereased,

This fluctuation of the resiriction percentage and its impact upon grower diversion
certificates creates considerable uncertainty within the industry, and nobody likes
uncertainty. MNeither handiers nor growess know what will be the worth of grower diversion
certificates, Growers who harvest early in the season in accordance with what they believe 1o
be adequate diversion may find themselves needing 1o supply more certificates for the fruit
that they delivered. Handlers who bave acquired and paid for certificates under the ongina
set of parameters may find that their conpliance plans are severely disrupted, All of this

o OF

flows from the fact that grower diversions are part of the “handle”, are part of supply in the
(ISF and contribute to resiriction determinations.

In some years the restriction percentage becomes so large that it provides a very strong
disinceptive o underiake in-orchard diversion aciivities altogether. 1t becomes @ matter of
diminishing reiurn to accept in-orchard diversion credits as a compliance {ool. In such cases,

kS
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handiers ave oflen more inclined to receive fuit, process i and either hold it in inventory
reserves oy otherwise diveri it through another option available 1o handlers. While this
alternative may not make economic sense from the growers’ perspective, it may make sense
from & handler's compliance peyspective, Regardless of the perspective, this outcome
suggests that the marketing order does not operate as effectively as it si_:emd, and this is
especially so when restrictions become Jarge.

HISTORICAL PERSPECTIVES OF IN-ORCHARD IIVERSION ACTIVITIES

Gower i-orchard diversion activity varies guite a bit by year. There are various factors tha
contnbute to making decisions about whether or notto divert cherries in the orchard in any
given year. The size of the crop s a very significant facior in this decision, but other factors,
including carry-over, mventory reserves, the size the previous year's crop, handlers’ plans for

complying with restaictions sand/or handlers prospects for sales of products in the upconing
vear also are Tactors iy growers® decisions aboul whether or not 1o divert cherrics in the
orchard.

The following table sets forth the in-orchard diversion activities by crop vear.

Fable 3 - In-orchard diversions Sorted by Crop Year

itlions of Pounds)

Restriction %
Year  Ip-orchard 8 Rest 8 Yo oof Rest, 39 Prelim % Final %4
1997 2 230 0,089, 344 459
1898 42.5 35 13.96% 345 4{1%
. 159G 234 (0 (% No Reswriction
2000 .20 23] 2.2 %’% 48% 0%
2001 60,590 335 1E.13% 36% 4194
2002 ) 054 %% Ne Reswriciion
23 4.03 0.01% 230 2584
20434 017 .08 3% 28%
2005 1.34 1% 36% 4%
2006 326 9% (% a54,
2007 6.0 2 34% A% 43%
C20E (.09 0.049% 1{}% 27%
2004 3775 LT 4944 GE%
2000 152 120 2.93% ()% 58%  Swmall Crop




Serting the data by the size of restricted crop, the data is as follows:

Table 4 - In-orehard diversions Sorted by Resivieted Pounds

{Millions of Pounds)

Restriction %
In-orehard
; Year HH Hest, 54 Y% of Rest. #ff  Prelim % Final %o
i Ng
{2002 & 0% 0% Restriction
F010 3.52 120 2.93% 40% 58%  Small Crop
2004 17 202 06.08% 30% 28%
2008 0.09 203 0.04% H%% 27%
2003 .03 210 0.01% 25% 25%
2000 526 231 2.25% 48% 0%
2007 6,00 236 2.54% 52% 43%
1997 2.27 239 {.95% 244 45%
No
199G .00 239 % %4 4% Restrietion
2006 16.28 251 6.49% 40% 45%
2005 1.39 264 §.53% 36% 48%,
1998 42.58 305 2.96% 34% A0%
: 2041 G0L.O0 336 18.13% 6% 41%
| 2009 37.75 338 1Y 17% 49% 68%

2007 15 0ot meluded in the averags or
on the graph derived from the data

Viewing the information from the table as a graph, il can be seen and stated that the general
trend for in-orchard diversicus is for there to be a greater velume of in-orchard diversion
activity as the eyop size increases. In those years when there is a smaller crop, there is less
diversion; in those vears when there is a larger crop, there jg greater diversion, Offen time
hath handlers processing capacity and the peorer quality of cherries associated with larger
crops drives the in-orchard diversion decisions. A regression analysis performed on the
wnformation indicates that there is, in fact, a demonstrable corvelation between the two. The K
squared value for this relationship is 0.622 and the T-Stat is a positive 426, (See Exhibit A)

6

Page
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Tt must be aoted, however, that there are instances when the m-orchard diversion aclivity in
any given year that does not comport witl the general irend. This suggests that grower
diversion decisions are not prenysed upory orop size alone, b, rather incorporate other

factors, as well.

The m-orchard diversion activity mrust also be viewed b light of the alternative compliance
options available to handlers, 1t is han dic] s who are regulated under the order, and it is they

weho must comply with restriction obligations. Bach hanaler will craft a {(\mpl anee plan that
s approprigte {for is business model, and it w )l; wiilize the most appropriaie tools for #s

aituation.

The default position in dealing with restrction for any ;m‘en vear ¢ placing the restricied

pre wduiet inle iverriory reserves which could be either privpary or secondary reserves. In leu
of maintaiming inventory reserves, handlers may eamn post-harvest diversion credits Tor their
fiished goods moved (E‘} NG export marke -:: {2} into expansion markets, {3} 48 new
products, (f‘) w6 charitable contributions or {5} as estr aved praducts. by addition to the post
hi siions, bandlers can use grower m-orchard diversson credits to meet the resiviclions.

From the following 1able it can be seen that post-harvest diversion options have bees of
considerable worth 1o bandlers. In the early stnzh of the order export muarkels were s major
v hay lessened in the more recent

cariiet for restricted cherries. The hnportance of this categor

vears, bt i el occupies an importent ;xmn;}{)n in the industry. Jtwill also be noted that




secondary market activities, noted as "Mkt Expan” in the table, have become very
significant as a comphance option for bandlers. Utilization of in-orchard diversions has
fuctuated considerably during the years of operation of the marketing order.

Tabie 5 - Complance Activities Sorted by Crop Year

{Mithons of Pomds)

Post-harvest Diversions Restriction %

Year  Ineorchard #% Exnorts Mkt Expan Pretim Y% Final %%

1997 227 44 ¢ 4% 45%
1998 472 58 36 & 3494 40%
1099 0.00 37 4] {4 0%
2000 5.20 36 4 48% 50%
20431 60,50 27 4 36% 41%
2002 (.00 ; 5 0% (1%
2003 0.02 10 2 23% 25%
20604 8,17 8 2 30 28%
2008 1.39 13 16 6% 48%
206 16,28 10 20 A%, 45%
2007 6.00 17.6 38.8 52% 43%
2008 (.08 112 30.9 10% 27%
2008 37.75 20.1 34.4 49% G8%
20140 3.52 40% 8%

The mterest of handlers in the alternative compliance options is certainly understandable.
Selling products generates revenue for the handlers; buving in-orchard diversion credits is a
cost. Posi-harvest diversion activities support and develop markets; having fruit diverted in
the orchard prechudes those chervies from being marketed. Processing cherries rather than
having them diveried in the orchard reduces unil operating costs for the handler. As noted
above, in-orchiard diversion credits present & risk to handlers; post-harvest diversion credits
present o risk since they are fixed, Jmown and will not change in worth as & complisnce
ol All of these elements serve to lessen the aftractiveness of in-orchard diversion credits 1o
handiers.

There is potemtial risk associated with receiving, processing and storing cherries and relying
wpon the alternative compliance tols to deal with restriction. The cherries will remain in
inventory reserves wntil handlers’ compliance plans are fulfilled. I handlers engage in post-
harvest diversion activities without much delay, then the decision o receive and process
cherries will be a goad one both for handlers and for growers, On the other hand, if the
handlers are unable to earn post-harvest diversion credits in a timely manner, then the
cherries harvesied, processed and stored in inventory become a burden to the handlers, o the
growers and o the industyy. Unfortunately, toc often such cherries become reserve mventory
rather than revenue-generatinig sales which serves {o reduce returns to growers.
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HOW THE PROPOSED AMENDMENT WILL OPERATE

As mentioned above, the gist of the amendment 1s the ‘;'t“ﬁ’thi‘ining-‘ "f'”ht’ e "handle” so that
1 does not include grower diverted cherries. With this change, the Optimun Supply Formuda
{O8F) operates Just as 1 has raditionally, bui it does so with a sm 51 or production base than i
previously used. Those cherries diverted in the orchards are 1ol subject 1o restriction as they

were before, and handlers nyay use the certificates generated by this activity pound-for-pound
against their restriction obligations i {he same manner as they currenily do with their post

larvest diversion credits. In other words, grower diversion certificates will not be discounted

as they currently are. (Please see Tables T and 2. This change ¢l ‘}'11111-‘:\?6“ the disincentive

for orchard drversions currrently present in the marketing order, and 1 will result in a more
enable outcome for growers and handlers,

The process of how the change works is somewhat technieal and will be discussed at fength
using an example o demonstrate the chapge. The example 1s titled * Bottom Line Yin-
Orchard Diversion Credits, Theyr hapact upon the OSF and Restriction Comphance”™, is
attached 1o this testimony as Exhibit B, and is incorporated berein by this reference,

The assumplions for this review are:

Yoo A crop projecied in June o be: 300,000,000 pounds;

2. An actual crop of: 00,600,000 pounds;

3. In-orchard diversions of: 000000 pouvnds;

4. Adree carry inof; SG,000,006  pounds; and
3. A demand of: 170,000,00G  pounds

] cotumns of inf Flon stis ihe O5F as 1t would be caloulated
Prehminary™ ) The second column is if:t 05T ag 3t would be caleulated in

%wi( mber (“Final™) under the current markeiing crder. The third column in the example
seyis e OFF as it would be calendated in September with the amendment to the order
(“Final, Arended”).

1w dune

Before gomng through the steps of the various formulations, 1t must be clarified what the m-
vd diversion figure represents and hov S VEFOUS egualions.

oreha H plays nto 'z.l
in cofumm 1, the QSF operates with the estimate of production generated in June. Any
and ali cherries that ave available to the mdustry for harvest and pz‘@cc—-ssixg e
included in the estumate. I st be under ;mm however, that In June 118 aot known
i or how many chenies will be processed; i June 3T is not known if or how many
cherpies will be diverted by growers,

e

All iii‘i‘a‘z i _l{_}"s(_t"\?s-"l'.“l a1 this tone 1w that there 18 an

o

i reality the hine esiimate and the in
‘purposes of the discussion of the OSF witl
1.

}
Tin will svoid confusion the discussion and analysis,

'J




estimated crop of cherries in the orchards. The preliminary restriction perceniages are
calcniated using this estimate of the crop.

s columnn 2, the OSF operates with known Ggures both for the processed tonnage and
for the grower diverted cherries. In the example, this latter figure is 30,000,000
pounds.” This volume of cherries is inchuded as part of the restricted handle as
requited by §930.10 as currently written, The final restriction percentages are
calculated using these diverted cherries as part of the restricted supply,

I colwmnn 3 which lays out the OSF as it would operate after the amendment is
completed, the restricted supply inchaides ondy those chernes that were delivered for
processing and processed by handlers. (This is because in-orchard diversions are not
part of "handle” for the processors under the proposed §930.10.) The final restriction
nercentages are calcvlated using the {onnage actually processed as the restricied
supply. As a result of this change in reatrnent of orchard diverted cherries, the
divigor i the OSY calculation for vestriction 1s smaller than 1t would be vnder the
order as presently crafied.

Restrieted Supply

Restricted supply under the amended OSF s the volume of cherries received for processing
by handlers. Looking to the elements in the OSF equation, those cherries that were diverted
in ihe orchard, 30,000,600 million pounds, will not be mcluded in the “supply” component
by which the resiviction is calculated. This is because they are not made available 1o move
into the markets for cherries.

Serplas Cherries

The amount of the excess supply of cherries for the OSF is the volume of cherries available
to the industry in excess of the three (3) year average demand for them in the “free”™ markst,

The diverted cherries are included when caleulating the excess of cherries produced over the
average demand. This is because:

e the diverted cherries were, in fact, produced by growers,

s they were included in the estimate of production done in June,

e i not diverted, they would have been delivered for processing and would have
generated available supply for the marketplace.

Tias, in both the current and amended formulations of the OSF, the average demand 1s
compared to the total of produced cherries and the surpius/excess is caleulated. In both cases
of the example, the surphus is 180,000,060 pounds of cherries.

Please note ihet the 30,000,000 pounds of cherries were part of the estimate of production made i June,
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Tabie & - Supply Under the O8F

GSF
OSF {Final,
{Final} Amended}
Processed production
Resfricted 285 265
Einvesivioied 5 5
300
Carry-1n A0
Phiverted Cherries
350
Average Sales 176
Surplus 180

}sm@vf cd ‘excess” and subject fo restriction.

Restriction Calenlation

The heart of the OSY 1s the calculation of the restriction percentage. 1 is the comparisen of
the “excess” chernes to the supply of cherries. Although the excess of cherries is the same
under the current and the amended OGS formudations, the outcome differs as the degree of
FESTICtion.

‘he calculations for the two formudations are:

Table 7 - Surples and Percentapes

O8F
GEF {Fipal
{Final) Ayaended;
Surplus 18O 1&d
Resiricted 265
P T(LuLa‘ iketes
Resiricied G1% 68%
Freo 30%% 3095

The resiriction percent in the two formulations is different because of mathematics. While
' e, the vohune of cherries in excess of demand, remsins constant, the diviser in
the two calculations changes. Since the divisor in the {,t,lcujaiic»n 1 the amended OSF 38
reduced by the amount of cherries diverted in the orchards, there 13 a mathematics! increase
in the caleulated restriction percentage.

At first blush this cutcome appears 8 incengruous result oy an amendment 1o the order.
Why should a change to the OSF be conte mnldwff or
increase resiviction? It i premature to render Uug oo

roposed when he owtcome of i is io

i
nelugion since this & port jor of the
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analysis is only one-half (15) of the equation. As will be seen in discassing compliance with
vestriction under the revised OSF, the benefit aceruing to handlers with this change exceeds
the necrease o the resticiion percentage.

Market Growth Factor (MGE)

The MGF is & provision in the OSF and a mandate from the USDA that canmot be aliered or
eliminated. N requires that the cherry mdustry supply one hundred and ten percent {110%) of
the average demand for the “free” market place.

Implementation of this provision is done by releasing t handiers thelr proportionate interest
i ten pereent of the average demnand, 17,000,000 pounds in the example. The same practice
will be followed in the amended OSY as is applied under the current formulation. In both
stiuations, the gross percentages will be reduced by the MGF 1o vield the net resiricted and
free percentages.”

Fable & - Marhet Growth Releases

. GEF
OSF {Final,
(Finnly Amended)

Surplus 186 180
MGF A (a7
Net Restricted 163 163
Percentages

Restricted 5% 82%

Free 45%% 389%%

Free tonnage and Carry-sut

The two formulations of the order will ultimately provide the same free tonnage o the
industry and the same carry-out &t the end of the year. The process by which this ceows
differs in the amended OSF from the current OSF. The difference lics in the fact that the
amended OSF requires a larger total release to attain a MGF of 110% of the average “free”
market sales.

“ While the DSDA. does not ackuowledge “nei” pereentages, the net figures are quite Inportant to the
industry mnd are widely recognized by handlers and growers s the trae resiriction figires with which they must
deal. The industry will contimie to hald this position notwithstanding the USIIAs reticence o do 80,
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Table 9 - “Free” {onnage & Carey-oul

GEF GSF
{Finaf} {Figal, Amended)
Free Tonnage & Carryout
Free Tonn
Carry-oves 50 st
Unresiricied 5 5
Resiricied, "free” portion i3 ] -30
WMGEF 17 17
Adfusiment to altain 110% of sales f} 34 3
Total supply 187 187
Sales, Free 176 ¥ig
Carry-oul 17 17

Iw ihe amenced OSF, the free portion from the restriction production 18 30,000,000 million
pounds less than ihai posted 1o the carrent OSF formudation, Therefore, for the order to
properly supply the markeis a1 one hundred and ten percent {110%:) of the average “free”
demand, there must be an adjustment, posted here as "adjustment to altan 110% of sales”™, to
the "free” product. When this adjustment is made, the OSF m the amended order will
provide e appropriate pounds of cherries to the free market.

CompHanee with Restriction

Ceanpliance with the restriclion 1)3‘{‘1(:&3:‘;45: s tmperative m g evstem whese the flow to market of
product 18 being regulated. Handlers must compon with ihe restriciion in the ways

dehineated i the order. _..ompimmc- with the resirichion process will be manrtained with the
amended O5F

4 comparative example of the compliance methods under the amended OSF shows that the
ansendment will not after the complisnce process, This corpparison shows

Table 10 - Complianee mi’? Restrictions

O5F
; ER {Final,
{Prebiminary} {if-mai) Arpended)
Complance
Restricicd 1ei 180 180
Activities

In-grchard { 340 a0
Arplan { { {
Exports 15 ] 15
Market expanyion 25 35 38
MGF 17 Vi
Inventory reserves az 83
Total: RSy 180




Lower Inventory Reserves and Cost Savi 1S

A consequence of the grower diversion process is ils impact on handlers' c{implzancc
activities, particularly inventory reserves. When growers underiake diversion activities as 2
result of the smendment, handlers will use these credits in their compliance portioho as
“bottom hine” credits.

Assuming that handlers engage in the other diversion options in the same fashion as they
would have under the current OSF, the effect will be reflected in reduced mventory reserves.
In the above example, the impact is seen most dramatically when comparing either of the
compliance pr Ogranms 1o the prelimipary program. Handlers will maintain less inventory
reserves when and if they utilize more of the grower diversion credits as part of their plans.
Less inveniory reserves and less totel supply of cherries should lead o higher prices paid to
growers Jor thedr fruit.

There are significant savings that will accompany the increased use of in-orchard diversion
credits. These mclude, but certainly are not Hmited to:

s (irawer:

o Lower harvesting costs $0.060  per pound
o Transportation $0.005 per pound _
c  Surcharges - promoion $0.005 perpound CMY

20,005 perpound CIAB
20,075 per pound

e Handler
o variable processing costs for
cherries lefl in the orchard this varies with each hander
o slorage cogts for cherries not processed $0.010  per pound per month®

Both the grower savings and the processor savings should lead to increased growes retumns
for their diverted cherries.

Utilieation of Grower kn~archard Diversions In the Amended Order

I 3s difficuli to predict whether or not there will, in fact, be increased viilization of grower
in~orchard diversion credits in yesponse to the amendment of the order. One can only make
educated guesses about the likely responses,

Grower and Handler Discussion Regarding Diverting Fradt As has been the oase for all of
the years of the operation of the marketing order, the decision (o d eiwer cheyries for
processing or to divert them in the orchard is dependent upon the dialogue between the

Growers are charged the CMI promotional expenses. it s assumed that the cost of the CIAB promotional
expenses is passed on to grover eiiher explicitly o implicitly.
¢ Swrage cosis for frozen products can range between $0.00% and £0.01 per monih or $0.00 and $0.12 per
pound per year. Goods in dry storage can be stored at less cost. Thers will be some savings for these, as well,
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v i winch the grower debvers chernes, I the handier encourages the

2 s or her cherres and 15 willing 1o pay accozrdmzi\f, itis hikely the grower
will, i;} faci, deliver iir cherries. Unthe other hand, i the grower feels that the expected
retun for his delivered cherries 1s likely (o be inadequate, he may diver cherries in the
orchard. This process will continue under the amended OSE. However, since the
amendment 1o the OSF mereases the complance worth and, u}‘i’wc%m‘mh* the dollar value of
m-orchard diversion certificates, the decisions made by growers may well be quite different.

Locking 1o the history of orchard diversion activity, 1t is apparent that the volume of in-
orchard diversions increases with erop size, in general.

Large crops - When the crops are very large, ovey ‘1(}[! GOGOG0 pounds, there undoubtedly
will be sigmificani mn-orchard diversion activity, When there is this large volume of “cherries
to process, the supply far exceeds the demand, the industry faces capacity consirainis in
processing the fruit, growu opportanitics o debiver cherries are often Hmided and the guality
of the cherries suffers. In these situations handiers and growers both conclude that orchard

diversiong are warranied.

The same logle will continue 10 peylam {or large crops when the proposed amendment is
implemented. In fact, grower n-orchard diversions will probably Increase above the
historical Jevel in yvears with large crops under the amendment since restriciion will be
higher, handlers will need more compliance acliviiies 1o meet Ith'r ob igations and, most
imporiantly, all parties will know that the in-orchard diversion credits will be pound-for-

Herund credits ézi'ﬁiij‘%"i restriction ohligations.
I g

Fuarthermore, growers will be rore mclined to diver! cherries knowing thai there will be a
stronger demand for their certificates and knowing that the price paid to them for theiy

delivered cherries will be signif c,m’{l\ reduced due o erop stee. (Bee Rxlubn O attached)

Medism Crops - When the tart chesry orop is more mo mmic from 225,000,000 1w
200,000,000 pounds, in-orchard diversions are generally more mui ate . The industry does
not face the same capacily constrainty; growers do 0t face gelivery quotas and the gquality of
he cherries s generally betler since the trees are not overstressed; deliveries of cherries can
proceed in & tmely fashion as the froit ripens. In these mnstances the degree of diversion has
ranged from 2 2.25% 10 6.49% of the resiricted Crop.

While much of the same logic will apply in medivin sized crop vears ander the amended OSF
as have applied under the current OST, 11 is likely that we will see proportionaiely more
diversion. The mcentives to divert 1 the orchard will probably be greater undes ﬂ}.ﬁ amended

QSF. The mmterplay of grower prices and diversion activities will be simaeh more dynamic in
these sized crops. }?cmczk might elect {o divert 1w these situalions where they might
otherwise have delivered under the existing Q8F. ELA ndiers will continue 1o need compliance
aliernatives with the need {or these mores hmg as the cr{:urs size Imoreases. An u(,jpdn,d j‘ii‘icc*‘
for delivered cherries will play an important component 1o the decision o deliver oy divert,

Small Crops — 1o small crop yvears there tend 1o be very Iittle in-orchard diversion. Handlers
{10 protect their markets o they encourage delivery of c-hc:-z ies for processing. The price

Page | 14
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for delivered cherries is yeh higher in short erop vears than in medium or large crop vears.
The interplay of plm s for delivered cherries and diversion certificates will continue to favor
the delivery of cherries in short years.

GROWER PRICES AND INORCHARD BIVERSION ACTIVITY

Grower prices tend to have an mverse relation {o sapphies, {See "U.S. Processed Tart Cherry
Prices - Prices Received by Growers” aftached as Exdubit C.) When there are large erops
grovn, delivered and processed, grower returns are lessened. By contrast, m shorter vears
the returns to growers tend to be increased. Given thas refationship, i may be more prodent
for growers 1o leave cherries in the orchard than to deliver them for processing.

Under the present consiruct of the marketing order and the OSF, the impact on pricing of
grower diversion activities hias not been very pronounced. Under the prapased amendrment
of the order thds influence will increase. Should the growers engage hi increased in-archard
diversions, they could influence the supply of available cherries and, thereby, increase the
retumns they receive. This is a principal goal of marketing orders and should be encouraged.

GROWER RETURNS UNBER THE MARKFETING ORBER AND AMENDMERNT

While grower returns under the marketing order are not a divect issue for this amendment,
this topic is always of great interest to the industry and to the USDA in assessing the besefits
of the marketing order, kcvmwm{ information reported by NASS, USDA in its Non-Citrus
Fruft and Nut publications’; it can be demonsirated that the marketing order has, in fact,
accomplished the stated purpose of increasing grower returns,

In discussing grower return, there is a tendency to speak only in terms of grower price per
povnd for their cherries. Grower pricing has been siabilized under the marketing order, and
the degree of the Inverse relationship between crop size and grower price has, in fact, been
lessened. The downward trend in pricing experienced frem 1982 through 1995 has been
stopped, reversed and stabilized. (See Exhibit C, attached.} Thesce aspects are very unportant
and valuable ouicomes frome the operation of the markehing order,

While price per pound is imporiant, it may be more demonsirative {o look at the farm gate
vale as & measure success of the marketing order. Farm gaie value caleulates the imdustry's
total retum by multiplying the reported grower price by the pounds produced.  Using this

See the exbibits ariached (o this festimony and to the materials entered nto the record by the Eeonamic
Anelvsie and Program Planning Branch, F&V, AME, UEDA
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calculation, the following resulis are seen:

Table 11 - Farm Gate Values

CiAR ve, FARLIER YEARS Change
Total 55 8 Percent
Average during 1AL 5 RENAL] § 10556 2258%

&

Average FUS2 o 1804 46 605

PERICGDS of TIME (5 Vv, blocks when pozsibic}

Change
Toind &8 &8 Fereend

1982 « 1980 ) 55484

TOR7 - 1993 S A5 3440 B {HG204Y -1R.49%
1407 . 15060 § 39,393 A (5857 2.0%
Tett - 2 § A0 B4R 3 11,455 29,10
2002 - F006 hY 50,084 S £236 16,2%
2007 - 204G 5 &2 830 b3 3,752 6.3%

The farnt gate value for the tart cherry industry has climbed steadily under the wnbrella of
the marketing order. During this period the significant decline in farm gate value seen from
1982 throuph 1996 was arrested and reversed. Farm gate value has increased steadily am‘mg
the years of the marketing order. {See "Farm Gate Valoe By Year and for Other Periods”
sttached as BExhibit )

The proposed amendment for "bottow line credits” will improve the grower return even
more. Twill further restrain the tendency for grower prices o trond inversely {o the crop
size: it will alter the supply/demand relationship of tart cherries in the market place; # will
oate values for the growers,

i

Jead 1o stronger farm

CONCLUSION

The amendment of the marketing order 1o aliow Tor "botiom Hue” grower in-orchard
diversion credits will improve the functionng of the mmkcimn or d(‘; - will enhance the
likelihood of in-archard diversions in those years when 1t is most ap;m;pria{:c- to do 8o, will
place growers on & more equal footing o handlers in dealing with restrictions on the crop and
will improve returns to growers. 1t will nof adversely affect the tart cherry industry i any
known or demonstrable mammer, [t is supported by the vast majoriy of the tart cherry
indusiry. The propesal should, therefore, be implemented as requesied by the industyy.

Page |17



e
o

-

—"

EXHIBITS TO TESTIMONY

Review of lu-orchard Ihversion Activities

Bottow Line In-Orehard Diversion Credits, Thelr Impact upon the OSF and
Restpiction Compliance

Total VS Production, USDA Grower Price

Farm Gate Value by Year and for Other Perjods
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SUMMARY GUTPUT

Ragression Statistics

WMtitiple R 0788540293
i Sgusre OZ2R32E
Adposted ] Square 58794532
Standard Eroy P2O8345003
{hsgrvpiions 13
ANDOYA
df 58 I3 Significance
Kegrossion 1 30534063043 S OIRZEAABST O01349705
Resigual 11 IBAZAGS0RS  16B4G1TE5
Total 12 4806873031
Caefficierts  Standard Brior ¥ 5o Fovalwe L W8 Uloper 855 Lower 85,084 Upper 95,08
Interoept W52.49252540 YR GRA4657G 3203917008 007128447 TS -7 43840988 BT AA023TIS ~1T43B40083
X Variable 1 N2M50416 063542853 4280387 0001349705 0130047284 GAI0363037  (LI30647284  GALU3GI037
BESHFUAL QETPUT
{Ybservation Predicied ¥ Reyiduals
1 WZ003Y82423 2355183423
7 2 HOSTOURE 18705760928
3 2A0A108BR 2330021088
4 4313556211 4283550213
5 9904137381 4. 7941375E]
G FL3AGREE3R -5 346058384
FooOFLISBITOET D RBEITOEGS
B OI2ISRVTURT -2 1581T70ORY
9 1540422079 DRTATIOEY
16 VRGZOTTARE  SITSS(VT4RE
11 30.0311445446 1256855454
1% ZR59707443 I7 SURGRS55T
i3 3R.G3R0OEZTS -1 18BDE2VEZ
OSF with Qrebiard Diversion Adinsiment FINAL Fruglor for Bisplay VI - Asalysis of Diversion 3RR0TE
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Farm Gate Value By Year and for Other Peviods
By Year, 5 ¥Yr. Avg,, Moving 8 Yr, Ave. & UIAB YVears

by

CEAR ve.

Year VS § Value Svenr Avg. Row-UEAR  Movipg 8Yr Avg
1987 & 34,645
1983 & 71,506
1984 % 64,004
1985 % 62,848

986 § 44,266 & 55,454
1987 & 22,357

58,251
60,656
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g 3
1988 § 43,7175 § 43,31
1089 § 35,348 $ 36,437
1990 § 36,685 § 34,541
1991 & 88082 § 45249 § 50,973
1997 § 55,230 $ 33,836
19939 3.286
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41,747 $ 39393 5 46,699

Al A 1997 S 44011 < 319,375
1998 $ 44,186 g 17,32

1690
2000
2001
2062
2003
2004
2005
2006

o

55,505
57150 § 50,848
27.879
0,210
69,641
63,936
§3,454 § 59,084
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54,437
58,795
60,492
6,885

[
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3]
2007 % 67,973 $ 63,814
2008 % 80,344 b 66,414
000 % 63,231 £6,238
s TGS 36,844 % 60836 & 37214 % 62 836
T et itk B 1 k3
Source: NASS, USHA — Non-Ciirus Friat and Nuis
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Farm Gate Value

By Year
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